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CHAPTER 15

FIGURE 15-2 | Span of Control and Organizational Perform:

Organizational Structure

High
Performance

Low
Performance

Narrow
Span of Control Span of Control

Source: Adapted from Theobal ind 5. Nicholson-Crotty, “The Many Faces of Span of Control: Organizational
Structure Across Multiple Goals” Adminisiration and Society 36 (200S): pp. 648-660.

only up 10 the point that managers no longer have the ability to coordinate and supervise the large
numbers of employees underneath them. Most organizations work hard 1o try to find the right
balance, and this balance differs for every organi on its unique cir
However, there is no question that spans of control in organizations have increased significantly
in recent years.” Although extremely rare, organizations such as Coca-Cola have gone through
structures in which vice presidents have had up to 90 employees reporting to them!

An organization’s span of control affects how “tall” or “flat” its organizational chart becomes.
For example, the top panel of Figure 15-1 depicts a tall structure with many hierarchical levels and
anarrow span of control, whereas the bottom panel depicts a flat organization with few levels and
a wide span of control. Think about what happens when an organization becomes “taller.” First,
more layers of management mean having to pay more management salaries. Second, communi-
cation in the organization becomes more complex as each new layer becomes one more point
through which information must pass when traveling upward or downward. Third, the organiza-
n's ability to make decisions becomes slower, because approval for decisions has to be author-
ized at every step of the hierarchy.

Over the past three decades, organizations worked to become flatter to reduce the costs associ-
ated with multiple layers of management and increase their ability t0 adapt (o their environment.
When Intel, for example, announced a reduction in its managerial ranks of 1,000 positions (or
1 percent of its 100,000 employees). a spokesperson announced that “This [layoff] is designed
to improve costs and improve decision making and communications across the company.
McDonald’s recently reorganized in a way that is supposed to make their decision making faster
and more focused on their customers. CEO Steve Easterbrook added, “Our new structure will be
supported by streamlined teams with fewer layers and less bureaucracy.””

CENTRALIZATION Centralization reflects where decisions are formally made in organizations. If
only the top managers within a company have the authority to make final decisions, we would say
that the organization has a highly “centralized” structure. In contrast, if decision-making authority
is pushed down to lower-level employees and these employees feel empowered to make decisions
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on their own, an organization has a “decentralized” structure. Decentralization becomes neces-
sary as a company grows larger. Sooner or later, the top management of an organization will not
be able to make every single decision within the company. Centralized organizational structures
tend to concentrate power and authority within a relatively tight group of individuals in the firm,
because they're the ones who have formal authority over important decisions.

Many organizations are moving toward a more decentralized structure. A manager can't have
20 employees reporting to him or her if those employees aren't allowed to make some decisions on
their own. Airbus, the French manufacturer of airplanes, is doing its best to decentralize decision
‘making within the company. CEO Fabrice Brégier believes it's taking the company way t00 long
to make decisions. “We make some of the worlds most complex products, but that doesn't mean
we have to be overly complex about how we do things.”"* His goal is to give Airbus's production
‘managers more independence to set priorities and move more quickly. Brégier states, “We need to
funnel this down o just the people required to make decisions."* Greg Page, executive chairman
of Cargill, a $100 billion conglomerate with 70 separate business units, says the company’s senior
governing body has only six people on purpose. He states, “By keeping the [leadership team] too
small to conduct the day-to-day affairs of the company, it forces that accountability and ownership
down the line. The role of the [team] is to put our noses in and keep our fingers out.”'*

However, it also important o realize that some organizations might choose to hold on to cen-
tralized control reg: of how big they get. -headq Sheetz i
stores are one of the fastest-growing store operators in the country, with 440 outlets and annual
revenues of $7 billion. Still run as a family business, the Sheetz family likes to maintain a high
degree of control over what happens. While most companies decentralize as they get bigger for the
sake of sanity, the Sheetz family has not ceded much control to those outside the family. CEO Joe
Sheetz believes having the family retain decision-making rights is a big part of the company’s suc-
cess, saying, “We don't play well with others.”'* Have the organizations where you've worked been
largely centralized or decentralized? Se our OB Assessments feature (o find out.

FORMALIZATION A company is high in formalization when there are many specific rules and
procedures used to standardize behaviors and decisions. Although not something you can necessar-
ily see on an organizational chart, the impact of formalization is felt throughout the organization.
Rules and procedures are a necessary mechanism for control in every organization. Although the
word formalization has a somewhat negative connotation, think about the reactions if McDonald's
‘made its most popular menu items in different ways at each location. Or think about this: Would it
bother you if every time you called Dell for technical support, you got an operator who treated you
differently and gave you conflicting answers? Formalization is a necessary coordination mecha-
nism that organizations rely on to get a standardized product or deliver a standardized service.
Alcoa’s Michigan Casting Center, a leading automotive part supplier, was plagued by the fact
that it could have two machine operators running the same machine on two different shifts and
get up 0 a 50 percent performance difference in output and quality between the workers. The
company conducted a study (o identify the best practices for each machine in its plant. These
best practices became standard operating procedures for cach worker, and that formalization
allowed the company to get a more predictable level of output."” Companies such as W.L. Gore,
the Newark, Delaware-based manufacturer of Gore-Tex, fall at the other extreme when it comes
to formalization.” Whereas most companies have titles for their jobs and job descriptions that
specify the tasks each job s responsible for, Bill Gore (company founder) felt that such formaliza-
tion would stifle communication and creativity. After one of his employees mentioned that she
needed to put some kind of job title on a business card to hand out at an outside conference, Gore
replied that she could put “supreme commander” on the card for all he cared. She liked the title
5o much that she followed through on his suggestion, and it became a running joke throughout the
company.” Recent research supports Gore’s view. A manager might try to make employees feel
more empowered by decentralizing decision making, but evidence suggests this effet s negated
when the employees' job roles have a high level of formalizat

ELEMENTS IN COMBINATION You might have noticed that some elements of an organiza-
tion's structure seem to go hand-in-hand with other elements. For example, wide spans of control
tend to be associated with decentralization in decision making. A high level of work specialization
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Assessments

CENTRALIZATION

Have you experienced life inside an organization with a highly centralized structure? This assess-
ment s designed to measure two facets of what would be considered a centralized organizational
structure. Those two facets are hierarchy of authority, which reflects the degree to which managers
are needed to approve decisions, and participation in decision making, which reflects how involved
rankand-file employees are in day-to-day deliberations. Think about the last job you held (even if it
was a parttime or summer job). Alternatively, think about a student group of yours that seems to
have a definite “leader.” Then answer each question using the response scale provided. (Instructors:
Assessments on structure preferences and formalization can be found in the PowerPoints in the
Connect Library’s Instructor Resources and in the Connect assignments for this chapter.)

1 2 3 a 5
STRONGLY DISAGREE UNCERTAIN AGREE STRONGLY
DISAGREE AGREE

1. There can be lttle action here until a supervisor approves a decision.

2.A person who wants to make his or her own decisions would be
quickly discouraged.

3.Even small matters have to be referred to someone higher up for a
final answer.

4.1have to ask my boss before | do almost anything.

5. Any decision | make has to have my boss's approval.

6.1 participate frequently in the decision to adopt new programs.

7.1 participate frequently in the decision to adopt new policies and rules.

8.1usually participate in the decision o hire or adopt new group members.

9.Ioften participate in decisions that affect my working environment.

SCORING AND INTERPRETATION:
Hierarchy of Authority: Sum up items 1-5.
Participation in Decision Making: Sum up items 6-9.

A centralized structure would be one in which Hierarchy of Authority is high and Participation

in Decision Making is low. If your score is above 20 for Hierarchy of Authority and below 8 for

Participation in Decision Making, your organization (or student group) has a highly centralized
structure.

Source: Adapted from M. Schminke, R. Cropanzano, and D.E. Rupp, “Organization Structure and Fairness Perceptions: The
Moderating Effcts of Organization Level.” Organizatonal Behavor and Human Decision Processes 39 (2002). pp. $81-905.

tends to bring about a high level of formalization. Moreover, if you take a closer look at the ele-
ments, you might notice that many of the elements capture the struggle between efficiency and
flexibility. Mechanistic organizations are efficient, rigid, predictable, and standardized organiza-
tions that thrive in stable environments. Mechanistic organizations are typified by a structure that
relies on high levels of formalization, a rigid and hierarchical chain of command, high degrees of
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work specialization, centralization of decision making, and narrow spans of control. In contrast,
organic organizations are flexible, adaptive, outward-focused organizations that thrive in dynamic
environments. Organic organizations are typified by a structure that relies on low levels of formal-
ization, weak or multiple chains of command, low levels of work specialization, and wide spans of
control. Table 15-2 sums up the differences between the two types of organizations.

I you think about the differences between the two types, it probably wouldn't be too difficult to
come up with a few companies that fall more toward one end of the continuum or the other. Where
would you place Mattel? Evidence indicates that a mechanistic or organic culture can have a sig-
nificant effect on the types of employee practices a company adopts, such as selection, training,
recruitment, compensation, and performance systems. 2 In addition, organic structures are more
likely to allow for transformational leadership to have a positive effect on employees.2 However,
it's important to remember that few organizations are perfect examples of either extreme. Most
fall somewhere near the middle, with certain areas within the organization having mechanistic
qualities and others being more organic in nature. Microsoft s a good example as an organization
that has many organic qualities, but even within its own walls it had teams that worked completely
apart from each other while developing a major software platform and when they came together,
what each group had done was incompatible with the other—a mistake they tried to rectify during
the creation of later versions of Windows.** Although it's tempting o label mechanistic as “bad”
and organic as “g00d,” this perception s not necessarily true. Being mechanistic is the only way
for many organizations to survive, and it can be a highly appropriate and fruitful way to structure
work functions. To find out why that's the case, we need to explore why organizations develop the
kinds of structures they do.

ORGANIZATIONAL DESIGN

Organizational design is the process of creating, selecting, or changing the structure of an orga-
nization. Ideally, organizations don't just “let” a structure develop on its own; they proactively
design it to match their specific circumstances and needs. Research indeed shows this s how it
works in most cases. * However, some organizations aren't that proactive and find themselves with
a structure that has unintentionally developed on its own, without any careful planning. Those

TABLE 15-2| Characteristics of Mechanistic vs. Organic Structures

MECHANISTIC ORGANIZATIONS

ORGANIC ORGANIZATIONS

High degree of work specialization;
employees are given a very narrow view
of the tasks they are to perform.

Low degree of work specialization; employ-
ees are encouraged to take a broad view of
the tasks they are to perform.

Very clear lines of authority; employees,
know exactly to whom they report.

Although there might be a specified chain of
command, employees think more broadly in
terms of where their responsibiltes lie.

High levels of hierarchical control; employ-
ees are not encouraged to make decisions
without their manager's consent.

Knowledge and expertise are decentralized;
employees are encouraged to make their
own decisions when appropriate.

Information is passed through vertical
communication between an employee and
his or her supervisor.

Lateral communication is encouraged,
focusing on information and advice as
opposed to orders.

Employees are encouraged to develop
firm-specific knowledge and expertise
within their area of specialization.

.

Employees are encouraged to develop
knowledge and expertise outside of their
specialization.

Source: Adapted from Burns, T. and G. M. Stalker. e Management of Innoration. London: Tavstock, 1961,

@153

Whatis organizational design.,
and what factors does the.
organizationa design pro-
cess depend on?
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Partially due to its orga-
nizational structure, Sony.
was unable o adjust to its
changing business envi
ronment, allowing Apple
to dominate the portable
music player market with
its innovative line of iPods.

organizations may then be
forced to change their struc-
ture to become more effective.
A number of factors should
influence the process of orga-
nizational design. Those fac-
tors include the environment
in which the organization does
business, its corporate strategy
and technology, and the size
of the firm. However, for some
firms in dire straits, changing
the structure becomes a strat-
egy in and of itself, often lead-
ing to very poor results.*

Roman Traspolsky/Shuttersiock

BUSINESS ENVIRONMENT An organization’s business environment consists of its customers,
‘competitors, suppliers, distributors, and other factors external to the firm, all of which have an
impact on organizational design. One of the biggest factors in an environment's ffect on structure
is whether the outside environment is stable or dynamic. Stable environments don't change fre-
quently, and any changes that do occur happen very slowly. Stable environments allow organiza-
ns to focus on efficiency and require lttle change over time. In contrast, dynamic environments
change on a frequent basis and require organizations to have structures that are more adaptive.**
In a classic example, Sony made a well-publicized corporate mistake when it failed to meet the
needs of its changing business environment to match Apple’s iPod.” Because it took it so long to
recognize and adapt to this environmental shift, Sony struggled to be profitable for a long time.
More recently, Sony has come under fire again for its organizational structure when it failed to
learn from a major computer hacking scandal in 2011 and fell victim to a similar, but more serious
attack in 2014 because its units didn't communicate with one another.” Some would argue that
the world is changing so fast that the majority of companies can no longer keep up.

COMPANY STRATEGY A company strategy describes an organization's objectives and goals
and how it tries to capitalize on its assets to make money. Although the myriad of organizational
strategies is 100 involved to discuss here, two common strategies revolve around being either a low-
cost producer or a differentiator. Companies that focus on a low-cost producer strategy rely on
selling products at the lowest possible cost. To do this well, they have to focus on being as efficient
as they can be. Such companies are more likely to take a mechanistic approach to organizational
design. Other companies might follow a differentiation strategy. Rather than focusing on supply-
ing a product or service at the lowest cost, these companies believe that people will pay more for
a product that's unique in some way. It could be that their product has a higher level of quality or
offers features that a low-cost product doesn't. A differentiation strategy often hinges on adjusting
to changing environments quickly, which often makes an organic structure more appropriate.

TECHNOLOGY An organization's technology is the method by which it transforms inputs into
outputs. Very early on in the study of organizations, it was assumed that technology was the major
determinant of an organization's structure.” Since then, the picture has become less clear regard-
ing the appropriate relationship between technology and structure.” Although not completely
conclusive, research suggests that the more routine a technology is, the more mechanistic a struc-
ture should be. In many ways, this suggestion makes perfect sense: If a company makes the exact
same thing over and over, it should focus on creating that one thing as efficiently as possible by
having high levels of specialization, formalization, and centralization. However, if technologies
need 10 be changed or altered to suit the needs of various consumers, it follows that decisions
‘would be more decentralized and the rules and procedures the organization relies on would need
1o be more flexible.

(COMPANY SIZE There is no question that there is a significant relationship between company size,
or the total number of employees, and structure.” As organizations become larger, they need to
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rely on some combination of specialization, formalization, and centralization to control their activi
. thereby becoming more mechanistic in nature. When it comes to organizational performance,
however, there is no definite answer as to when an organization’s structure should be revised, or
“how big is t00 big."*’ As many organizations get bigger, they attempt to create smaller units within
the firm to create a “feeling of smallness.” W.L. Gore did just that by attempting to prevent any
one location in the company from having more than 150 employees. Top management was con-
vinced that a size of 150 would still allow all the employees o talk to one another in the hallways.*
Matching this philosophy and subsequent to Gore, Robin Dunbar, an evolutionary psychologist,
published research showing that ind can only maintain personali onships with
150 people.’s Even companies such as Facebook and Netflix are very aware of what has become
known as “Dunbar's Number” of 150. Facebook Chief Product Officer Chris Cox says, “I’s one
of the magic numbers in group sizes. I've talked to so many startup CEOs that after they pass this
‘number, weird stuff starts to happen. The weird stuff means the company needs more structure for
communications and decision-making.”** Even if they can't technically create smaller groups due to
their overwhelming size, some ics such as PepsiCo and International snack food
company (110,000 employees) are going so far as to send their employees to spend time in some
technology and media startup firms so that they can come back with a sense of “smaliness” that
they hope will create an entrepreneurial spirit within their larger organizations.”

COMMON ORGANIZATIONAL FORMS

Our discussion of organizational design described how an organization’s business environment,
strategy, technology, and size conspire to make some organizational structures more effective than
others. Now we turn our attention to a logical next question: What structures do most organiza-
tions wtilize? The sections that follow describe some of the most common organizational forms.
As you read their descriptions, think about whether these forms would fall on the mechanistic o
organic side of the structure continuum. You might also consider what kinds of design factors
would lead an organization to choose that particular form.

SIMPLE STRUCTURES Simple structures are perhaps the most common form of organizational
design, primarily because there are more small organizations than large ones. In fact, more than
80 percent of employing organizations have fewer than 19 employees.** Small accounting and law.
firms, family-owned grocery stores, individual-owned retail outlets, independent churches, and
landscaping services are all organizations that are likely to use a simple structure. Figure 15-3
shows a simple structure for a manager-owned restaurant. The figure reveals that simple struc-
tures are just that: simple. Simple structures are generally used by extremely small organi
in which the manager, president, and owner are all the same person. A simple structure is a flat
organization with one person as the central decision-making figure; it is not large enough to have
a high degree of formalization and will have only very basic differences in work specialization.

A simple structure makes perfect sense for a small organization, because employees can come
and go with no major ripple effects on the organization. However, as the business grows, the
coordinating efforts on the part of the owner/manager become increasingly more complex. In the
case of our restaurant, lets assume that the growth of the restaurant requires the owner (o spend
time doing lots of little things to manage the employees. Now the manager has lost the ability to
spend time focusing on the actual business at hand. The manager then decides to add a supervisor
to handle all of the day-to-day organizing of the restaurant. This arrangement works well until the
owner decides to open a second restaurant that needs o have its own supervisor. Now let’s assume
that this second restaurant is much larger, leading the owner to decide to have separate supervi-
sors directly in charge of the waitstaff and the kitchen. All of a sudden, our litle restaurant has
three layers of management!

BBUREAUCRATIC STRUCTURES When you think of the word “bureaucracy.” what thoughts
come to mind? Stuffy, boring, restrictive, formal, hard to change, and needlessly complex are
some of the terms that have a tendency to be associated with bureaucracies. Those unflattering
adjectives aside, chances are very good that you either currently work in a bureaucracy or will after
you graduate. A bureaucratic structure is an organizational form that exhibits many of the facets

@154

What are some of the more
‘common organizational forms
that an organization might
adopt fo ts sructure?
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FIGURE 15-3 | An Organizational Structure for a Small Restaurant

of the mechanistic organization. Bureaucracies are designed for efficiency and rely on high levels
of work specialization, formalization, centralization of authority, rigid and well-defined chains of
command, and relatively narrow spans of control. As mentioned previously, as an organization’s
size increases, i’s incredibly difficult not to develop some form of bureaucracy.

There are numerous types of bureaucratic structures on which we might focus. The most basic
of these is the functional structure. As shown in Figure 154, a functional structure groups employ-
ees by the functions they perform for the organization. For example, employees with marketing
expertise are grouped together, those with finance duties are grouped together, and so on. The
success of the functional structure s based on the efficiency advantages that come with having a
high degree of work specialization that's centrally coordinated.” Managers have expertise in an
area and interact with others with the same type of expertise to create the most efficient solutions
for the company. As illustrated in our previous example of the fast-growing restaurant, many small
‘companies naturally evolve into functionally based structures as they grow larger.

However, small companies experiencing rapid growth are not the only organizations to benefit
from a functional structure. Macy's, the New York-based department store, has a more traditional
functional structure. The 150-year-old retailer used to be organized around geographic regions, but
has restructured several times to be more functionally based including a recent restructuring to
create one large merchandising function that will allow them to take advantage of new data analyt-
ics capabilities. Macy's hopes that the efficiencies generated by the change in structure will afford
enough cost savings o get a jump on its competitors like JCPenney and Kohl's. Macy’s expects
this latest functional restructuring will save the company $30 million annually.

Functional structures are extremely efficient when the organization as a whole has a rela-
tively narrow focus, fewer product lines or services, and a stable environment. The biggest weak-
nesses of a functional structure tend to revolve around the fact that individuals within each
function get 50 wrapped up in their own goals and viewpoints that they lose sight of the bigger
organizational picture. In other words, employees don't communicate as well across functions
as they do within functions. The Sony example also highlights this danger, in that hardware
engineers failed to communicate with software developers, which prevented the hardware and
software people from secing all the picces of the puzzle.*! Even in the example directly above,
Macy's worries about the company’s ability to be specific to various areas so it organizes mer-
chandising around five “families of business™ (Ready-to-Wear, Center Core, Beauty, Men’s and
Kid's, and Home).*

In contrast to functional structures, multidivisional are ic organizational
forms in which employees are grouped into divisions around products, geographic regions. or
clients (see Figure 15-4). Each of these divisions operates relatively autonomously from the others
and has its own functional groups. Multi-divisional structures generally develop from companies
with functional structures whose interests and goals become too diverse for that structure to han-
dle. For example, if a company with a functional structure begins to add customers that require
localized versions of its product, the company might adopt a geographic structure to handle the
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Functional Structure

Product Structure
Vice President
Electronic
‘Gaming
Geographic Structure

Some

Client.based Structure

product variations. Which form a company chooses will likely depend on where the diversity in
its business lies.

Product structures group business units around different products that the company produces.
Each of those divisions becomes responsible for manufacturing, marketing, and doing research
and development for the products in its own division. Boeing, Procter & Gamble, Hewlett-
Packard, and Sony are companies that have developed product structures. Product structures
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Facebook uses multiple
methods to try to over-
come the barriers that
an organizational struc
ture can create between
employees.

make sense when firms diversify 10 the point that the products they sell are so different that
managing them becomes overwhelming. Campbell Soup Company organized into a product-
based structure that it expects to allow it to expand into faster-growing spaces. Campbell will
now be organized into “Americas Simple Meals and Beverages,” “Global Biscuits and Snacks,”
and “Packaged Fresh” divisions.* Toyota Motor Corp. has announced that it will reorganize into
seven units focusing on product classes (such as compact cars, midsize vehicles, commercial
vehicles, and the luxury Lexus brand). Spokesman Ryo Sakai says, “By breaking the company
down to a smaller framework than before, each one can decide more quickly how to respond
to changes.™

However, there are downsides to a product structure. One of those downsides arises when
the divisions don't communicate and they don't have the ability to learn from one another (as
we saw in the chapter's opening example about Mattel). Facebook uses multiple methods o try
10 overcome the barriers that size and organizational structure create such as strict onboarding
processes, mentoring, and other methods designed to make people interact and not build up walls
even though they are organized into different groups. One senior manager went as far as t0 say,
“We want to be the anti-Sony, the anti-Microsoft-we look at companies like that and see what we
don't want to become.™* Not all companies want their divisions to share though—they want them
to compete. Even though it has changed since then, ex-Fiat-Chrysler CEO, Sergio Marchionne
reorganized the company when he first started so that Dodge, Jeep, and Chrysler were essentially
operating as separate companies, each with its own CEO. These companies were being forced to
compete with each other for g and pment resources. believed that
the competition would help to turn all three car brands around.* See this chapter's OB at the
Bookstore to read about some of the dangers of adopting a multilivisional structure.

Geographic structures are generally based around the different locations where the company
does business. The functions required to serve a business are placed under a manager who is in
charge of a specific location. Reasons for developing a geographic structure revolve around the
different tastes of customers in different regions, the size of the locations that need to be covered
by different salespeople, or the fact that the manufacturing and distribution of a product are bet-
ter served by a geographic breakdown. When the Regus Group (a UK company) and HQ Global
Workplaces (a U.S. company) merged, they came together to form the world's largest supplier
of meeting spaces and office suites. The new Regus Group now has more than 3,000 office suite
facilities in 900 cities across 120 countries. When they merged, HQ and Regus had different struc-
tures. Considering the necessarily geographic-based business (i.¢., e distances between facilities
and the range of customers), the new Regus Group is structured by geographic region.”” Many
‘global companies are also organized by geographic location. IBM was one of the first, but that has
changed for them, as described in our OB Internationally feature.

Onelast form of multi-divisional structure is the client structure. When organizations have a very
large number of customers or groups of customers that all act in a similar way, they might organize
their businesses around serving
those customers. For example,
small banks traditionally orga-
nize themselves into divisions
such as personal banking, small
business  banking, personal
lending, and commercial lend-
ing. Similarly, consulting firms
often organize themselves into
divisions that are responsible
for small business clients, large
business clients, and_federal
clients. Goldman Sachs is no
different, organizing  around
investment banking, securities,
merchant banking, realty man-
Bloombere/Contritutor/Genry Images agement, and other services.**
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I@ At the Bookstore

THE SILO EFFECT
by Gillian Tett (New York: Simon & Schuster, 2015)

Indeed, almost everywhere I looked in the financial crisis it seemed that tunnel vision and tribal-
ism had contributed to the disaster. People were trapped inside their ltle specialist departments,
social groups, teams, or pockets of knowledge. O, it might be said, inside their silos.*

With those words, Gillian Tett describes part of the reason for

the 2008 US. financial crisis and the impetus for the book. Tett

S 6.,;! comes from a unique vantage point. She is the U.S. managing

editor for the Financial Times and has been wriing about finance

and economics for over 20 years. In addition, though, Tett has a

O PhD in social (cultural) anthropology. She effectively uses these

1L w0 Viewpoits 1o wite a book on how organizational structure

(and culture) can affect how we sce and view the world around

us in a business environment, The book sets out to answer two

FFECT | broad auestions: (1) Why do silos arise? and (2) Is there any-

thing we can do to master our silos, before the silos master us?

Tett uses examples from a wide variety of organizations such as

New York's City Hall the Bank of England, Faccbook, Sony, the

Chicago Police Department, and the Cleveland Clinic hospital

1o describe how groupings can frame our thoughts. Some of

(773 these are examples of how organizations have used structures (o

restructuring) to solve problems and become more effective (the

Cleveland Clinic and Facebook) and others are examples of what

Robers Pulsing Serves happens when organizational structures wreak havoe by limiting

communication and increasing politcs and conflict (Sony, UBS).

Tett notes that the Oxford English Dictionary describes a silo as a “system, process, department,

etc., that operates i solation from others."* These silos can be created when we organize work

processes or employees in  certain way, many of which we describe in this chapter. However, Tett

takes it a step further to prove that they also exist in our minds. Regardess of where the silo origi-

nates from, slos have the abilty to create tunnel vision for individuals and limit how they think

about and view the world around them,. Sometimes silos can be beneficial (efTiciency), but they
can also be dangerous if they keep groups from communicating or stifle innovation.

*Source: Tt Gillan. The St Effct. New York: Simon & Schuster, 2015,

Matrix structures are more complex designs that try to take advantage of two types of structures.
at the same time. Companies such as Xerox, General Electric, and Dow Corning were among the
first to adopt this type of structure.* Figure 15-5 provides an example of a matrix structure. In
this example, employees are distributed into teams or projects within the organization on the basis
of both their functional expertise and the product that they happen to be working on. Thus, the
‘matrix represents a combination of a functional structure and a product structure. There are two
important points to understand about the matrix structure. First, the matrix allows an organiza-
tion 10 put together very flexible teams based on the experiences and skills of their employees.**
This flexibility enables the organization to adjust much more quickly to the environment than a
traditional bureaucratic structure would,
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Internationally

Traditionally, IBM has structured its 386,000employee organization along geographic lines. Some
might argue that IBM was the company that pioneered the first multinational geographic struc-
ture by setting up mini-IBMs in countries around the globe. Each country in which IBM operated
had its own workforce and management team that reacted to the clients for whom it provided ser-
vices in that country. The structure made perfect sense in a world in which consultants needed to
be on location with their clients when those customers were having software or computer issues.
However, IBM's environmental factors are changing rapidly. Competitors, especially those com-
ing out of India, are providing many of the same services for significantly less money.

To change along with its competitors and respond to the “flattening world.” IBM is reorganiz-
ing its workforce by creating and utilizing what it calls “competency centers.” These centers will
group employees from around the world on the basis of the specific skill sets that they have to
offer clients. Some workers will be grouped into one location that can service clients all over the
‘world through the use of technology. For instance, a few years ago IBM announced that it would
invest $300 million over 10 years in its Costa Rica service center, which serves as a strategic
services hub for the company and intends to employ up to 1,000 people. The facility supports
clients mainly as a cybersecurity center of competency. In Boulder, Colorado, BM employs 6,200
professionals as part of a “call center” that monitors clients’ computing functions worldwide. If
something goes wrong in one of IBM's 426 data centers, employees in Boulder will more than
likely be the ones to handle it or send it to someone who can. Other IBM workers are grouped by
broader geographic locations so that they can still be in relatively close proximity to their custom-
ers. When these employees are needed by a client, IBM has a computer database that allows it to
put together teams of highly specialized consultants by examining the skill sets listed on 70,000
IBM résumés. A recent move by IBM was to consolidate all of its U.S. marketing department
(2,600 employees) into six cities—more than 40 percent had been telecommuting.

Does this change in structure sound familiar to you? It should—though IBM is maintaining some
ofits geographic structure, its organizational structure is ing more functional. As the world
‘becomes flatter through technology, clients expect the best talent from around the world, not just
the best talent that happens to be sitting in their city. These structural changes allow IBM to give
clients just that. For IBM, these are the necessary changes that come with being a global company.
In fact, IBM has been called *“the world's most complex organization.” It's not just about structure.
though, according to onetime IBM Senior Vice President Robert W. Moffat Jr. “Globalization is
more than that. Our customers need us to put the right skills in the right place at the right time."*

“Source: Bloombers LP.

‘Sources: L Alvarado, “IBM Will Expand Operations Center in Costa Rica,” Te Costa Rica Sar February 11,2019, htps{/
news.co.cibmwillexpand-operations-centerincostarica/ 78788 J. Kessler, “IBM, RemoteWork Pioncer, Is Calling
‘Thousands of Employees Back 1o the Office,” Quartzcom, March 21, 2017, hitps:/qz com/924167/ibm-remotework-
ploneeris-<allinghousandsofemploycesbacktotheoffce/; “IBM Drives Flash Technology Deeper into the Enterprise
10 Speed Big Data Analytics.” IBMpress release, April 11, 2013, hitp//wivw03.ibm.com)press/usfen)pressreiease/ 40832,
‘wss: “New IBM Delivery Center Opens in Costa Rica,” PR Newswire, May 2012;J. Galbraith, “The MultDimensional and
Reconfigurable Organization,” Organizational Dynamics 39 (2010), pp. 115-25; . Hamm, *Big Blue Shif” Business Week,
June 5, 2006, pp. 108-10.

Second, the matrix gives each employee two chains of command, two groups with which to
interact, and two sources of information to consider. This doubling of traditional structural ele-
ments can create high stress levels for employees if the demands of their functional grouping are at
‘odds with the demands of their product- or client-based grouping.*! The situation can become par-
ticularly stressful if one of the two groupings has more power than the other. For example, it may be
that the functional manager assigns employees to teams, conducts performance evaluations, and
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decides raises—making that manager more powerful than the product- or client-based manager.
Although matrix structures have been around since the 19605, the number of organizations using
them is growing as teams become a more common form of organizing work. They have also
become more common in global companies, with the functional grouping balanced by a geo-
graphic grouping. In fact, numerous companies now have matrix structures with enough layers
10 be considered four- or fivedimensional ** Bristol-Myers Squibb, the New York-based biophar-
‘maceutical company, is heavily matrixed throughout the company. As Jane Luciano, former vice
president of global learning and organizational development, explained, “We have the matrix
every way it can be organized, including geographically, functionally, and on a product basis.
Based on our size and in a highly regulated industry, the matrix helps us to gain control of issues
as they travel around the globe and to leverage economies of scale.”*

SUMMARY: WHY DO SOME ORGANIZATIONS HAVE
DIFFERENT STRUCTURES THAN OTHERS?

So why do some organizations have different structures? As shown in Figure 15-6. differences in
the business environment, company strategy, technology, and firm size cause some organizations
10 be designed differently than others. These differences create variations in the five elements of
organizational structure: work specialization, chain of command, span of control, centralization,
and formalization. These elements then combine to form one of a number of common organiz
tional forms, including (1) a simple structure; (2) a bureaucratic structure, which may come in
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functional, product, geographic, or client forms; or (3) a matrix structure. Some of these forms
‘are more mechanistic, whereas others are more organic. Taken together, these structures explain
how work is organized within a given company.

HOW IMPORTANT IS STRUCTURE

To some degree, an organization’s structure provides the foundation for almost everything in of
nizational behavior. Think about some of the things that organizational structure affects: com-
munication patterns between employees, the tasks an employee performs, the types of groups an
organization uses, the freedom employees have to innovate and try new things, how power and influ-
ence are divided up in the company . ... we could go on and on. Picture the walls of a house. The
‘occupants within those walls can decorate or personalize the structure as best they can. They can
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‘make it more attractive according to their individual preferences by adding and taking away furniture,
butat the end of the day, they're still stuck with that structure. They have to work within the confines
that the builder envisioned (unless they're willing to tear down walls or build new ones at consider-
able time, effort, and expense!). Organizational structures operate in much the same way for employ-
es and their managers. A given manager can do many things (o try to motivate, inspire, and set up an
effective work envi so that employees have high levels of pe and commitment. At
the end of the day, however, that manager must work within the structure created by the organization.

Given how many organizational forms there are, it's almost impossible to give an accurate repre-
sentation of the impact of organizational structure on job performance. In fact, we might even say
that an organization’s structure ines what job pe is supposed to look like! In addi
tion, the elements of structure are not necessarily good or bad for performance. For example, a nar-
row span of control i not necessarily better than a broad one; rather, the organization must find
the optimal solution based on its environment and culture. One thing we can say, as illustrated in
Figure 15-7,is that changes to an organization’s structure can have negative effects on the employ-
ces who work for the company, atleast in the short term. The process of changing an organization's
structure s called restructuring. Research suggests that restructuring has a small negative effect on
task performance, likely because changes in specialization, centralization, or formalization may
lead to confusion about how exactly employees are supposed to do their jobs, which hinders learn-
ing and decision making. Restructuring has a more significant negative effect on organizational
commitment, however. Restructuring efforts can increase stress and jeopardize employees’ rust in
the organization.** There is some evidence that the end result is a lower level of affective commi
‘ment on the part of employees, because they feel less emotionally attached to the firm.

@155

When an organization makes
changes to s structure, how
oes that restructuring affect
job performance and organiz-
ational commitment?

FIGURE 15-7 | Effects of Organizational Structure on Performance and Commitment

Restructuring has a weak negative effect on Performance. Tusk Performance tends
1o be somewhat lower in organizations that restructure. Not much is known about the
impact of restructuring on Citizenship Behavior or Counterproductive Behavior.

---

Restructuring has a moderate negative effect on Commitment. Affective
‘Commitment tends to be lower in organizations that restructure. Not much is known
about the impact of restructuring on Continuance Commitment or Normative
Commitment.

-“-
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Source: DeMeuse, K. P. M. L. Marks, and G. Dai. “Organizational Downsizing. Mergers and Acquisitons, and Strategic
Allances: Using Theory and Research to Enhance Practce.” In APA Handbook of Indusirial and Organizational Pycholo
Vol. 3, 729765, edited by S. Zedeck. Washinglon: APA, 2011; Gopinath, C., and T. E. Becker.“Communication, Procedural
Justce,and Employee Atitudes: Relationships Under Conditons of Diestture.” ournal of Management 26 (2000): pp. 63-83
van Dierendonck, D. and G. Jacobs. “Survivors and Victims, a MetxAnalytcal Review of Faimess and Organizational
Commitment After Downsizing.”In Briish Journal of Management 23 (2012: pp. 96-109; and Brockner, 1., G. Spritzer, A
Mishra, W. Hockvarter, L. Pepper, and J. Weinberg. Perceived Control as an Antidote o the Negative Effcts of Layofls on
Survivors' O Commitment and Job. A Science Quarters 49 (2004): p. 76-100.
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What steps can organizations
take 1o reduce the nega-

tive effects of restructuring
efforts?

Organizational Structure

APPLICATION: RESTRUCTURING

As you've read through our discussion of organizational structure, you may have noticed how.
important it is for organizations to adapt to their environment. The first step in adapting s recog-
nizing the need to change. The second (and sometimes much more problematic) step is actually
adapting through restructuring. Organizations attempt (o restructure all the time~in fact, it's dif-
ficult to pick up a copy of Bloomberg Businessweek or Fortune without reading about some orga-
nization’s restructuring initiatives. General Motors has undertaken a massive restructuring effort
10 less than eight times over the past 25 years!* Most of the examples we put into this chapter
pertain to organizations that were restructuring.

Restructuring efforts come in a variety of shapes and sizes. Organizations may change from a
productbased structure to a functional structure, from a functional structure to a geographic-based
structure, and on and on. However, the most common kind of restructuring in recent years has
been a “flattening” of the organization. Why do so many organizations do this? Primarily to show.
investors that they are reducing costs to become more profitable. Think back to our discussion of
tall and flat organizational hierarchies, in which we noted that taller organizations have more lay-
ers of management. Many restructuring efforts are designed to remove one or more of those layers
to reduce costs. Of course, removing such layers doesn't just mean deleting boxes on an organiza-
tional chart; there are actual people within those boxes! Thus, efforts to flatten generally requi
organizations to lay off several of the managers within the company. Ford recently announced a
massive ing, reducing its 14 organi; layers t0 9 or less. U y. this is going
to require laying off 10 percent of its global workforce—or about 7,000 white<ollar jobs.”

When employees get a sense that their company might be getting ready to restructure, it causes
a great deal of stress because they become worried that they will be one of those to lose their
jobs. No company’s employees have had t0 go through more over the last decade than those at
Hewlett-Packard (HP). When, in the mid-2000s, ex-CEO Carly Fiorina decided to restructure
Hewlett-Packard, it caused widespread fear and panic among employees. For the 60 days prior
10 the actual restructuring announcement, work came to a standstill at the company—tales of
high stress, low motivation, political batles, and power struggles abounded.* It's estimated that
Hewlett-Packard as a company lost an entire quarter's worth of productivity. Since Fiorina's
actions, two subsequent CEOS have restructured the company when they took over. Mark Hurd
essentially undid everything Fiorina had done by unmerging units that Fiorina had merged. CEO
Meg Whitman then came in to reorganize it all again by remerging HP's PC and printer units
(of course, accompanied by an announcement of further layoffs). When that didn't solve the
financial problems, HP announced that it was going to split the organization into two completely
separate companies (HP is the hardware company, and Hewlett Packard Enterprise runs the data-
center, software, and services units) both of which are now Fortune 50 companies on their own.*!
Since that split, both companies have announced further restructuring! HP CEO Dion Weisler
just made public another ongoing restructuring plan that will eliminate p to 5,000 jobs by 2020.¢2

One of the ways in which managers can do their best 10 help a restructuring effort succeed is
10 help manage the layoff survivors (i.c., employees who remain with the company following a lay-
off). Many layoff survivors are known to experience a great deal of guilt and remorse following an
organization’s decision 1o remove some employees from the company.®? Researchers and practi-
ners recently have been trying to understand layoff survivors better, as well as how to help them
adjust more quickly. One of the major problems for layoff survivors is the increased job demands
placed on them. After all, that coworker or boss the employee had was doing something. Layoff
survivors are generally burdened with having to pick up the leftover tasks that used to be done by
somebody else.* This burden creates a sense of uncertainty and stress. Research suggests that
one of the best ways 1o help layoff survivors adjust is to do things that give them a stronger sense
of control.* Allowing survivors to have a voice in how to move forward or help set the plans about
how to accomplish future goals are two ways managers can help employees feel more in control.
In addition, honest and frequent communication with layoff survivors greatly helps reduce their
feelings of uncertainty and stress.*” This communication is especially necessary when the organi-
zation is hiring at the same time its firing. For instance, when Boeing announced a plan to cut
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9,000 jobs, it had more than 1,500 current and anticipated job openings.** Many other employers,
such as Microsoft, AT&T, and Time Warner, have experienced something similar.# This conflict
sends mixed messages to those being laid off, s well as to the survivors. One sobering fact is that
the survivors never know whether the restructuring will lead to success or if it’s simply a process
of grasping at straws to avoid the ultimate demise of the company. For a restructuring to be truly
successful, it requires more than simply changing lines on an organizational chart; it demands a
different way of working for employees.’”

Takeaways

15.1 An organization’s structure formally dictates how jobs and tasks are divided and coordi-
nated between individuals and groups within the organization. This structure, partially
illustrated through the use of organizational charts, provides the foundation for organi
jobs, controlling employee behavior, shaping communication channels, and providing a
lens through which employees view their work environment.

15.2 There are five major elements to an organization's structure: work specialization, chain of
command, span of control, centralization of decision making, and formalization. These
elements can be organized in such a way as to make an organization more mechanistic in
nature, which allows it to be highly efficient in stable environments, or more orga
nature, which allows it to be flexible and adaptive in changing environments.

15.3 Organizational design is the process of creating, selecting, or changing the structure of
an organization. Factors to be considered in organizational design include a company's
business environment, its strategy, its technology, and its size.

15.4 There are literally thousands of organizational forms. The most common is the simple
structure, which is used by most small companies. Larger companies adopt a more
bureaucratic structure. This structure may be functional in nature, such that employees
are grouped by job tasks, or multi-divisional, such that employees are grouped by product,
‘geography, or client. Organizations may also adopt a matrix structure that combines
functional and multiivisional grouping.

15.5 Organizational restructuring efforts have a weak negative effect on job performance. They
have a more significant negative effect on organizational commitment, because employees
tend to feel less emotional attachment o organizations that are restructuring.

15.6 To reduce the negative effects of restructuring, organizations should focus on managing
the stress levels of the employees who remain after the restructuring. Providing employees
with a sense of control can help them learn to navigate their new work environment

Key Terms
* Organizational structure p. 484 + Technology p. 492
+ Organizational chart p. 484 + Company size p. 492
* Work specialization Pp. 485 + Simple structure p.493
*+ Chain of command p. 486 + Bureaucratic structure p. 493
* Span of control p. 486 + Functional structure p. 494
+ Centralization p. 488 « Multidivisional structure p. 494
+ Formalization p. 489 + Product structure p. 495
«+ Mechanistic organizations p. 490 + Geographic structure p. 496
Organic organizations p. 491 + Client structure p. 496
« Organizational design p.491 + Matrix structure p. 497
+ Business environment p. 492 * Restructuring p. 501
+ Company strategy p.492
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Discussion Questions

15.1 Is it possible to be a great leader of employees in a highly mechanistic orgar
special talents or abilities might be required?

15.2 Why do the elements of structure, such as work specialization, formalization, span of con-
trol, chain of command, and centralization, have a tendency to change together? Which of
the five do you feel is the most important?

15.3 Which is more important for an organization: the ability to be efficient or the ability to
adapt 1o its environment? What does this say about how an organization’s structure should
be set up?

15.4 Which of the organizational forms described in this chapter do you think leads to the high-
estlevels of motivation among workers? Why?

15.5 If you worked in a matrix organization, what would be some of the carcer development
challenges that you might face? Does the idea of working in a matrix structure appeal to
you? Why or why not?

Case: Mattel

Although ex-CEO Margo Georgiadis' restructuring ideas were lauded internally at Mattel and
many believed they were starting to show results, the environment shifted quickly for the toy
company when retailer Toys ‘R’ Us declared bankruptcy and financial results drove Mattel's
stock price to a heavy decline (73 percent) and a 10-year low. Georgiadis resigned less than
ayear after she started (to become CEO of Ancestry.com). One of Mattel's board members
(appointed by Georgiadis). Ynon Kreiz, became the newly appointed chairman and CEO.
Kriez is Mattel's fourth CEQ in 4 years and has experience largely in entertainment and
media-distribution along with a background in licensing and merchandising. He is the third CEO
in row with no experience in making toys per se.

Not wasting any time and less than 3 months after Kriez starting, Mattel announced a reduc-
tion of more than 2,200 jobs, which equaled 22 percent of its non-manufacturing workforce.
In addition, manufacturing plants in New York and Mexico were planning to be sold. Continuing
the “structural simplification program” that was already started, Kreiz hopes to realize a
$650 million gain. However, the restructuring plan has created a lot of anxious employees,
and employees state that morale is near an alltime low. Asked about how he plans to reassure
employees, Kriez stated that “It’s town halls. It’s small group meetings. It's one-on-one meetings.
1ts traveling to all of our offices around the world and meeting people on the ground at all levels
of the company. At the same time, part of my responsibility s less talk and more action. What
we try to bring o the organization now is clarity and focus. If you do that, and you're transparent
and forthcoming, the message travels. People eventually understand where you are heading and
become part of the journey.”

Strategically, Kriez believes that Mattel's future lies with creating its own media empire.
In order to accomplish this, his plans largely revolve around turning Mattels brands into
movies, television series, and video games. In order to accomplish this, Kriez has created an
in-house studio—Mattel Films—within the company. Two major films based around Barbie
(starring Margot Robbie) and a live-action Hot Wheels are set for production and release in
2020-2021. One investment analyst replied that “Mattel is doing what should have been done
10 years ago.”

151 If you were a Mattel employee, would you be encouraged by what CEO Ynon Kriez said
about how he is following up on restructuring? Is there a way he could have said it better?
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LEARNING GOALS

After reading this chapter, you should be able to answer the following questions:

15.1 What is an organization's structure, and what does it consist of?

15.2 What are the major elements of an organizational structure?

15.3 What is organizational design, and what factors does the organizational design process depend on?

15.4 What are some of the more common organizational forms that an organization might adopt for
its structure?

15.5 When an organization makes changes to its structure, how does that restructuring affect job
performance and organizational commitment?
15.6 What steps can organizations take to reduce the negative effects of restructuring efforts?
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die-cast cars, and 150 Fisher-Price items are sold glob>

ally. These brands (and 40+ others) all fall under the
purview of $4.5 billion El Segundo, California-based Mattel
Employing 38,000 workers, Mattel has corporate, develop-
ment, and manufacturing plants all around the world. While
all their toys make it seem like the company would be a
ot of fun to work for, operations at the company originally
formed in 1945 have been struggling. In fact, the company
has had four different CEOs over the past 4 years! The com-
pany is known for being highly bureaucratic, siow to react to
its environment, and heavily reliant on toy brands that were
created in the 1950s (Barbie) and 60s (Hot Wheels). In fact,
Barbie and Hot Wheels still make up 30 percent of the com:
pany’s global sales.

In 2017, Mattel hired a Google executive named Margo
Georgiadis to be its new CEO. When she arrived, Georgiadis
found the company to be technologically repressed. This
lack of technology appeared not only in the toys they
made, but also in terms of how the company did business.
Organized largely around brands, most of which operated in
different locations, Georgiadis found the company to func-
tion and communicate in silos, with each brand unable to

E very single minute, 100 Barbie dolls, 900 Hot Wheels
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learn from or plan in conjunction with each other. In addition,
the company had way too many layers of management to
be able to operate quickly and efficiently. She said, “There
was a feeling that leaders were not accessible, and kind of
ivory-towerish:" Although she did a number of symbolic
things, such as moving into the same office with her COO
(iterally) and instituting a “Rule of Two,” which allowed deci-
sions to be made by only two executives (as opposed to
the four or five that were required previously), the major-
ity of changes she started to make dealt with organizational
structure.

After spending some time initially getting o know the
company and ts employees, Georgiadis started a *structural
simplification program” that not only focused on corporate
strategy, but also a major flattening of Mattel's organiza-
tional structure. One of her major goals was largely to break
down the silos between brands and bring the company
into a more data-driven world through shared enterprise
resource planning software. Organizational restructuring
efforts are emotionally hard and slow moving, though. In
less than a year, Georgiadis was replaced by a new CEO
who is largely continuing her ideas but is also focused on
taking the company in a new direction.
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ORGANIZATION STRUCTURE

As the Mattel example illustrates, an organization’s structure can have a significant impact on its
financial performance and ability to manage its employees and products. The decisions that the
new Mattel CEO makes regarding the company’s organizational structure ‘have an impact on
how employees communicate and cooperate with one another, how power is distributed, and how
individuals view their work environment. In fact, an organization’s structure dictates more than
you might think. We've spent a great deal of time in this text talking about how employee attitudes
and behaviors are shaped by individual characteristics, such as personality and ability, and group
mechanisms, such as teams and leaders. In this and the following chapter, we discuss how the
organization as a whole affects employee attitudes and behavior. Match.com (the online dating
service) CEO Sam Yagan was asked to describe one of the biggest lessons he had recently learned,
and he replied, “The impact of organizational structure on a company’s ability to get, create, inno-
vate, evolve, or just plain survive. Everyone knows that hiring, engaging. and retaining talent s a
huge competitive issue, but I don't think enough executives of companies big and small realize the
impact the way they organize their talent has on the company’s overall productivity.”

@ 151 “Think about some of the jobs you've held in the past (or perhaps the job you hope to have after
‘graduation). What types of employees did you interact with on a daily basis? Were they employees

who performed the same tasks that you performed? Or maybe they didn't do exactly what you did,
but did they serve the same customer? How many employees did your manager supervise? Was
every decision you made scrutinized by your supervisor, or were you given a “long leash™? The
answers 1o all of these questions are influenced by organizational structure. An organizational
structure formally dictates how jobs and tasks are divided and coordinated between individuals
and groups within the company. Organizational structures can be relatively simple when a com-
pany has only 5 to 20 employees but grow incredibly complex when an organization has tens of
thousands of employees.

Whatis an organization's
structure, and what does it
consistof?

WHY DO SOME ORGANIZATIONS HAVE DIFFERENT

STRUCTURES THAN OTHERS?

One way of getting a feel for an organization’s structure is by looking at an organizational chart.
An organizational chart is a drawing that represents every job in the organization and the formal
reporting relationships between those jobs. It helps organizational members and outsiders under-
stand and comprehend how work is structured within the company. Figure 15-1 illustrates two
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sample organizational charts. In a real chart, the boxes would be filled with actual names and job.
titles. As you can imagine, as companies grow larger, their orgar nal charts get more com-
plex. Can you imagine drawing an organizational chart that included every one of Walmart's 2.2
‘million employees? Not only would that require a lot of boxes and a lot of paper, it would probably
take a couple of years o put together (plus, as soon as someone left the organization, it would be
time to update the chart!).

ELEMENTS OF ORGANIZATIONAL STRUCTURE

The organizational charts described in this chapter are relatively simple and designed to illustrate
specific points (if you want to see how complex some of these charts can get, do a search on the
Internet for “organizational chart,” and you'll begin to see how varied organizations can be in the
way they design their company). Specifically, charts like those in Figure 15-1 can illustrate the five
key elements of an organization’s structure. Those five key elements, summarized in Table 15-1,
describe how work tasks, authority relationships, and decision-making responsibilities are orga-
nized within the company. These elements will be discussed in the next several sections.

WORK SPECIALIZATION Work specialization is the way in which tasks in an organization are
ivided into separate jobs. In some organizations, this categorization is referred to as a company's
ivision of labor. How many tasks does any one employee perform? To some degree, work spe-
cialization is a never-ending trade-off among productivity, flexibility, and worker motivation. Take
an assembly-line worker at Ford as an example. Henry Ford was perhaps the earliest (and clearly
most wellknown) believer in high degrees of work specialization. He divided tasks among his
‘manufacturing employees to such a degree that each employee might perform only a single task,
over and over again, all day long. Having only one task to perform allowed those employees to be
extremely productive at doing that one thing. It also meant that training new workers was much
easier when replacements were needed.

However, there are trade-offs when organizations make jobs highly specialized. Highly special-
ized jobs can cause organizations to lose the ability associated with employees who can be flexible
in what they do. By spending all their time performing specialized tasks well, employees fail to
update or practice other skills. Accounting majors, for example, might specialize in taxes or audit-
ing. Some larger companies might hire these graduates for their ability o do cither auditing or
tax—but not both. Other companies might be looking for an accountant who can perform either
aspect well, depending on how they divide up accounting duties within their organization. Still
other companies might want to hire “general managers” who understand accounting, finance,
‘management, marketing, and operations as a part of their job. Thus, high levels of specialization

TABLE 15-1| Elements of Organizational Structure

ORGANIZATIONAL

STRUCTURE DIMENSION DEFINITION

‘Work specialization The degree to which tasks in an organization are divided into
separate jobs.

Chain of command Answers the question of “who reports to whom?” and signi-
fies formal authority relationships.

Span of control Represents how many employees each manager in the orga-
nization has responsibilty for.

Centralization Refers to where decisions are formally made in organizations.

Formalization The degree to which rules and procedures are used to
standardize behaviors and decisions in an organization.

@152

What are the major ele-
ments of an organizational
structure?
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Modern Times (1932)
starring Charlie Chaplin,
ridiculed work specializa-

tion and the treating of
employees as machines.
Have things changed
since then?

may be acceptable in larger firms with more employees but can be problematic in smaller firms
in which employees must be more flexible in their job duties. Aetna, the Hartford, Connecticut-
based health insurer, publishes more than 1,300 different job titles, each of which has its own list
of the competencies that employees in those jobs must perform.

Organizations may also struggle with employee job satisfaction when they make jobs highly
specialized. If you recall from Chapter 4 on job satisfaction, we discussed five core characteristics
of jobs that significantly affect satisfaction. One of those characteristics was variety, or the degree
to which the job requires a number of different activities involving a number of different skills and
talents.’ Employees tend to be more satisfied with jobs that require them to perform a number of
different kinds of activities. Even though you might be very efficient and productive performing
a job with only one task, how happy would you be to perform that job on a daily basis? One of
the most famous films in early motion picture history was Modern Times, a film in which Charlie
Chaplin was relegated to performing the same task over and over, very quickly. The movie ridi-
culed work specialization and the trend of treating employees as machines.

CHAIN OF COMMAND The chain of command within an organization essentially answers the
question “Who reports to whom?" Every employee in a traditional organizational structure has
one person to whom they report. That person then reports to someone else, and on and on, until
the buck stops with the CEO (though in a public company, even the CEO is responsible to the
board of directors). The chain of command can be seen as the specific flow of authority down
through the levels of an organization's structure. There are some companies such as Washington-
based video-game maker Valve Corporation whose 300 employees work with no managers or
assigned projects. (Valve's website lets you know the company has been “boss free” since its found-
ing in 1996.%) However, these types of organizations are the exception and not the norm. Most
organizations depend on a chain of command's flow of authority to attain order, control, and
predictable performance.’ Some newer organizational structures make this chain of command
a bit more complex. It has become common to have positions that report to two or more differ-
ent managers. A newer trend for a number of companies, such as Oracle, is to have co-CEOs,
However, Whole Foods and Chipotle have recently dropped their co-CEO structures primarily to
streamline decision making. Chipotle CEO Steve Ells stated that, “a single, focused message to
our teams and a focus on just the things that have made us successful is what we need now.” For
one example of how chain of command can greatly affect what motivates and hinders what goes
on under the sea, see this chapter's OB on Screen.

SPAN OF CONTROL A manager's span of control represents how many employees he or she
responsible for in the organization. The organizational charts in Figure 15-1 provide an illustra-
tion of the differences in span of control. In the top chart, each manager s responsible for leading
two subordinates. In most instances, this level would be considered a narrow span of control. In
the bottom chart, the manager is responsible for 10 employees. Typically, this number would be
considered a wide span of control. O course, the key question in many organizations is how many
‘employees one manager can supervise effectively. Answering that question requires a better under-
standing of the benefits of narrow
and wide spans of control,

Narrow spans of control allow
‘managers to be much more hands-
on with employees, giving them
the opportunity to use directive
leadership styles while develop-
ing close mentoring relationships
with employees. A narrow span
of control is especially important
if the manager has substantially
more skill or expertise than the
subordinates. Early writings on
management assumed that the
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AQUAMAN

“By law you need four of the seven kingdoms 1o set an attack. The lost nation of deserters have
long perished, the trench are nothing but animals, the brine will never join you and the fisher-
men are cowards. Without me and my army 1o convince them, your plans are still-born.”*

With those words, King Nereus (Dolph Lundgren) explains to King Orm (Patrick Wilson) what
King Orm already knows—that the Kingdom of Atlantis's organizational structure is set up in a
way that makes his ascension to leadership more difficult in Aguaman (Dir: James Wan, Warner
Bros. Pictures, 2018). Much like organizational settings, the Kingdom of Atlantis has its own
organizational structure and chain of command to contend with! In the movie, there are seven
kingdoms that formed after the original Atla
the two most powerful kingdoms from a military perspective. The Kingdom of the Fishermen is
largely a peaceful group of mer-men, while the Brine Kingdom is made up of crustacean-looking
crab-people who are loathe to trust outsiders. The Kingdom of Deserters became extinct when the
Sahara desert dried up, and the Kingdom of the Trench is made up of monsters in the deepest part
of the ocean. The Missing Kingdom s, well . .. missing.

PictureLuc/The Hollpwood Archive/Alamy

King Orm, as King of Atlantis, is attempting to convince King Nereus of Xebel to join him in
uniting the larger Kingdom of Atlantis. In order for King Orm to become “Ocean Master” and
thus be at the top of the chain of command for all underwater Kingdoms, he must have the full
support of at least four of the seven kingdoms. As Ocean Master, King Orm would have legitimate
power as a ruler to gather the armies and attack the surface world for the harm they are doing to
the oceans through pollution and neglect. In the movie, Aquaman (Jason Momoa) who is half-
Atlantean and halFhuman is brought home to challenge King Orm, stop the pending invasion, and
unite the overall Kingdom of Atlantis as its true King.

*Source: Aquaman.

‘more productive employees would become.” However, a narrow span of control requires organiza-
tions to hire many managers, which can significantly increase labor costs. Moreover, if the span
of control becomes too narrow, employees can become resentful of their close supervision and
long for more latitude in their day-to-day decision making. In fact, current research suggests that a
‘moderate span of control is best for an organization’s productivity.* This relationship is illustrated
in Figure 15-2. Note that organizational performance increases as span of control increases, but





